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Ideas From Leading Experts in Financial Planning
What Do You Think of
Our New Look?
The Planner has a new look and new
contents. Starting this month, it will have
more of the information you want to build
your practice and better serve your finan
cial planning clients. Articles from leading
experts in the field will bring you insights
on everything from interviewing tech
niques to presenting plans successfully.
You’ll see new graphics and more
topics as well. And to keep you up to date
on the industry, every issue will feature a
new column, TrendWatch, to highlight
articles of interest in leading financial
magazines.
As it has in the past, The Planner will
continue to focus on practical areas rele
vant to CPA/financial planners and to
provide strategies, information and AICPA
news relevant to PFP Division members.
We hope you’re as excited about the
new look as we are. Let us know what you
think! Direct your comments to: Jeffrey
Rattiner, AICPA, PFP Division, 1211 Ave
nue of the Americas, New York, NY
10036-8775.

TrendWatch
Yields on income investments have
jumped recently, providing investors a
window of opportunity to lock in higher
yields. Three unexpected events have
led to the boost in long-term yield rates:
German reunification and the cost of
modernizing East Germany; rising Japa
nese inflation and the Bank of Japan’s
raising of interest rates to combat it; and
renewed interest in investment grade
securities. For three to four months,
Continued on Page 2

Graphics: See What I
Mean!

What’s Inside

By Stephan R. Leimberg

Communicate Your Plan
Effectively

Stephan R. Leimberg, JD,CLU, Professor of
Taxation and Estate Planning at The
American College, Bryn Mawr, PA, de
scribes how to use graphs effectively.

News About the Division
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Trusts in Estate Planning:
The QTIP Trust
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Power Up Your Presentation
Stimulating the need to know is an
essential skill for every financial services
professional. The best, fastest and most
effective way to make your client see your
point is often through the medium of
graphs. When used properly, a graph will
become an information transfer tool of
immense value because it adds visual
imagery to your presentation and pro
vides a powerful and exciting cognitive
learning process to support your view.
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10
Book Review
The Complete
Book of Insurance
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Continued on Page 6

Recommending Your Clients Give Gifts?
Consider These Strategies When You Do
By Thomas J. Stemmy
ThomasJ. Stemmy, CPA, Partner, Stemmy,
Tidier & Morris, Greenbelt, MD, describes
certain gift and estate planning issues.

Gift Transfers to Family Members
Recommending lifetime gift transfers
to your clients makes sense in many
financial planning engagements. If your
client’s estate is close to the taxable level,
lifetime gifts can help ensure that an estate
tax obligation will not be imposed. For
larger estates, gifts can lead to substantial
tax savings. Specifically, there are poten
tial advantages for transferring assets to
other family members.
Many clients are eager to save up to
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18% in taxes (dropping from the highest
tax rate of 33% to the lowest tax rate of
15%) by shifting certain income-produc
ing assets to the names of their children.
The “kiddie tax” rule, however, presents
an obstacle. Children under 14 are re
quired to pay taxes at the top of their
parents’ tax bracket on investment in
come over $1,000. Fortunately, you can
use several planning techniques to help
reduce the impact of the kiddie tax.
You might suggest certain deferral
methods that would allow children to put
off reporting income until that magical
age of 14, when they would be permitted
to start paying taxes at their own lower tax

Continued on Page 9
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TrendWatch

Communicate Your Plan Effectively and
Implementation Will Follow
By James H. Wilson

Continued from Page 1

analysts expect yields to remain high,
then drift downward. Investors who
act now can capitalize on the opportu
nity for higher yield income invest
ments. Among the noteworthy: Gov
ernment Issues, Mortgage Backed
Securities and Foreign Bond Funds.
Source: Money, April 1990, pp. 117126.

Five separate moments in a client’s
life signal change in his or her finan
cial perspective: marriage, the birth of
a child, midlife, retirement and the
death of a spouse. In each situation, it’s
a financial crossroad that requires the
person to reexamine and review as
sumptions about his or her financial
plans. Needs change, so strategies must
change. For instance, with newlyweds
- two incomes, no kids - the opportu
nity for saving is as high as the inclina
tion is low; a will isn’t always critical
and a little tax planning can help take
the sting out of the marriage penalty.
At midlife, shifting strategies from ag
gressive investments to more secure
ones can make sense. And as you head
to retirement, estate planning takes on
larger proportions. Source: Changing
Times, April 1990, pp. 31-41.

Second-to-die plans are gaining in
market popularity. More than 20
such plans entered the market in 1989.
The reason for the apparent interest in
the product: It can be a low cost way
to ease the cash crunch in meeting
estate taxes. After a spouse’s death the
unlimited marital deduction usually
covers the estate’s needs. After the
surviving spouse’s death, the insur
ance death benefit can help defray the
impact of estate taxes. Source: Best’s
Review, February 1990, pp. 54-58. ■

James H. Wilson, CPA/APFS, Partner,
Hickey & Wilson, Bristol, TN, tells The
Planner the secret of his success in imple
menting,financialplansfor more than 20
years.
Implementation is the culmination of
the PFP process. In order to reach this
goal, the planner clearly communicates
each of the action points in the financial
plan. To this end, during the final confer
ence with the client, the planner must:
□ Delineate the client’s specific objec
tives and needs.
□ Review the action plan, which in
cludes responsibilities and timelines
for achieving objectives.
□ Obtain a commitment from the client
that the points set forth in the action
plan will be implemented.

The planner can use several tech
niques to clearly and concisely communi
cate with the client and help the client im
plement the action plan.

Discussion Draft of Report
One method, which I have used suc
cessfully to delineate needs, outline spe
cific objectives and secure the commit
ment of the client, is to meet with the
client and review a draft report to see if
the recommendations are on target. This
draft is dated and stamped conspicuously
as a “discussion draft subject to change.”
During this meeting, the report is re
viewed in detail and, hopefully, finalized.

Use of Outline
Another very successful approach is to
review the key recommendations of the
report during a meeting with the client
(see Exhibit I). Instead of reviewing a
draft report, I guide the discussion using
an outline that summarizes the individual
sections of the report and lists its key
recommendations under each section. Use

attachments or exhibits to help clients
grasp the points quickly and easily. For
example, a statement of net worth is
essential to verify the ownership of assets
and to ensure that all assets and liabilities
have been included. You should also
review biographical data, such as birth
dates and name spellings. The meeting
moves quickly when only the essentials of
the plan are discussed. It also enables the
planner to explain concepts which may
be only summarized in the report.

Use of Visual Aids
Meetings can be enhanced by using
visual aids. I have used charts, graphs,
reprints of articles and other items to
communicate the plan’s key points. I give
the client letters to send to his or her in
surance agent to request bids on various
types of insurance. These letters can be
found in the PFP Manual under the Risk
Management section.

Obtain the Commitment of the
Client
After the report has been thoroughly
reviewed, corrections made, and posi
tions clarified, it is time to inform the
client of the need for implementation. At
this point, the client is shown an action
checklist which prioritizes each step he or
she must take.
Three elements are critical to making
the implementation process run smoothly:
□ The report should be succinct in for
mat and very readable in style.
□ The client must thoroughly understand
the plan, which, hopefully, is finalized
when the planner and client meet.

□ The planner then usually follows up to
ensure that the client takes the neces
sary action. The first step is to call
within a reasonable amount of time,
generally two to four weeks after deliv
ery of the report. The next step is to
send the client a letter, a copy of the
action checklist and a stamped, self
addressed envelope. In the letter, ask

THE PLANNER, April/May 1990, Volume 5, Number 1. Publication and editorial office: 1211 Avenue of the Americas, New York,
N.Y. 10036. Copyright © American Institute of Certified Public Accountants, Inc. Opinions of authors and the AICPA staff are their
own and do not necessarily reflect policies of the Institute or the Personal Financial Planning Division. John F. Hudson, CPA, Director,
Accounting and Consulting Services; Jeffrey H. Rattiner, CPA, Editor.
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the client to return the checklist, with
notations as to what action he or she
has taken.

If the client has approved of the plan
ning process, implementing the plan is
almost automatic. It is true, though, that
you will find those recalcitrant and pro
crastinating clients who need more of a
“nudge” than others.

“The important thing is
that proper planning
gives the client a game
plan to follow. Our job
is to follow up
periodically on the
progress that the client
is making”
I think that some practitioners have a
poor track record with implementation
because they have not followed the basic
communication principles outlined in this
article. I have been practicing personal
financial planning for approximately
twenty years and never have experienced
a situation where there has not been
substantial implementation of the plan. I
attribute this success rate to presenting
readable reports, communicating prop
erly with clients and helping them make
decisions on the recommendations out
lined in the plan. You see, this is a
building block process. You achieve
implementation not by taking big leaps,
but by the slow, steady progress of line
upon line and precept upon precept.
The time it takes to implement a finan
cial plan depends, in a large measure,
upon how complicated it is. In a seg
mented plan with a few elements, say
estate planning, retirement planning or
educational planning, implementation can
be achieved relatively quickly (i.e. 60 to
90 days). In a more complicated situation,
Exhibit I with Dr. Smith, for example,
much of the plan can be implemented
within four to six months. By contrast,
liquidating rental property may take one
or two years.
Proper planning gives the client a
game plan to follow. Our job is to follow
up periodically on the progress that the
client is making. This follow-up does not
take a lot of time on the part of the
planner, if it is done systematically. If

administrative procedures are in place to
handle the follow-up, the planner can
trigger letters and phone calls without
involving a lot of his or her time.
Summary

In my previous article, which appeared
in the December/January 1990 issue of
The Planner, I talked about the impor
tance of the initial interview as it relates to
the successful completion of the plan.
The article stressed the need for good
questioning techniques and good listen

ing techniques. It also discussed the im
portance of using the initial meeting to
establish good rapport with the client.
This article concludes the process and
is equally important. Successfully com
municating the recommendations in the
plan and its concepts will go a long way
toward gaining the commitment from the
client that will ensure implementation.
Thus the initial and the final interviews
are critical tests of our communication
skills. If we pass these tests, the ultimate
goal of implementation is achieved. ■

Exhibit I
Illustrative Outline for Review of PFP Report
Dr. & Mrs. Smith
Meeting Agenda: Discussion Outline of Personal Financial Planning Report
January 18, 1990

I. General Biographical Data.

II. Financial Information (see attached).

III. Goals & Objectives.
A. Strategic Investment Plan.
B. Sam’s Educational Funding.
C. Liquidate Indebtedness.
D. Retirement at Age 65.
E. Retirement Income - $120,000
in today’s dollars.

IV. Income Tax.
A. Passive Losses.
B. Tax Bracket - 28%.
C. Tax Advantaged, Safe Invest
ments.

V. Retirement, Death & Disability.
A. See Goals & Objectives.
B. Retirement Fund - Could Reach
$6,800,000 at Age 65.
C. Tie in With Strategic Investment
Plan.
D. Disability Insurance $5,000/month O.K. Need to
carry five more years, then re
assess need. Lengthen waiting
period to 90 days. (Savings in
annual premium = $1,000).
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VI. Risk Management.
A. Life Insurance - O.K.
B. Disability - see above.
C. Auto - O.K. - seek
larger deductible.
D. Home Owners - O.K.
E. Umbrella Policy - need
$3,000,000 coverage.
F. Professional Liability Insurance

VIL Estate Planning.
A. Wills Not Operative.
B. Tax Savings, if Adjustments are
Made, Could Exceed $150,000.
C. “Create” Estate for Mrs. Smith.
D. Probate vs. Taxable Estate.

VIII. Educational Funding for Sam.

IX. Investment Strategy.
A. Liquidate Rental Property.
B. Invest Discretionary Income
($100,000/yr.).
1. Money Market Funds - 30%.
2. Fixed Income Securities
(including tax exempt
bonds) - 30%.
3. Equities - 40%.
C. Hire Investment Adviser.
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PFP Cornerstone of Success
Beth Gamel, CPA/APFS, Partner, Tax &
Financial Advisors, Lexington, MA, dis
cusses how she established a successfid
PFP practice.
Beth Gamel began to develop her
strong interest in personal financial plan
ning while working in the small business
and tax departments at Price Waterhouse.
Beth left PW to work in a firm which
specialized in financial planning for highincome individuals. There she worked
with a tax attorney, who became her
partner when they started their own firm,
Tax & Financial Advisors, in Lexington,
Massachusetts, in 1986.
Here is what Beth reported to The

Planner:

“President’s Club.” The group’s key ob
jective is for members to share sales
problems with each other. By role-play
ing various sales situations, participants
learn to recognize their problems and
weaknesses — and learn how to over
come them.

Planner: How do you qualify pro
spective clients?
Beth: I usually qualify a prospective
client over the telephone, primarily to
avoid time-consuming and unproductive
office meetings. I try to learn what the
prospect is looking for and determine if
our firm can help.
Never be afraid to tell prospects that
you may not be able to help them. In
stead, if possible, refer them to someone
who can. Prospects will thank you for
your honesty and may very well refer
qualified persons to you when they real
ize that you specialize in a particular area.

Planner: How are a client's PFP needs
determined?
Beth: To determine what clients need,
follow the 70/30 rule: The client speaks
70% of the time; the planner speaks only
30% of the time. This strategy enables
clients to communicate their personal
financial planning needs. If the 70/30 rule
does not work, ask more questions!
To make clients talk, respond to their
questions by saying, “That’s an interesting
question. Why do you ask?” Make the
client talk! Letting them talk throughout
the engagement will make clients feel
important.

Planner: What challenges have you

Planner: How do you obtain clients?
Beth: Most of our business is obtained

faced in running a PFP practice?
Beth: A few months after we started
our firm, the government overhauled the
tax code. Our business suffered because
much of what we did was analyzing tax
shelters. Then, in 1987, the stock market
crash made people fearful about invest
ments. These events forced us to reevalu
ate our direction. First, we looked at
ourselves and our capabilities. Then we
determined the kind of services we wished
to provide and how we could grow.
A business associate recommended a
training program. One element of the
program is a self-help group called the

through referrals from existing clients.
Other CPAs, investment advisers, attor
neys and insurance agents also are excel
lent sources of referrals.
In addition, through the media repre
sentative at the state society, I had the
opportunity to prepare a financial plan for
the Boston Globe's “Managing Your
Money” series. My name recognition and
business increased because of the print
media.
Finally, tell people that you are build
ing a business and that you want new
business. Ask for referrals. And always
send thank-you notes to your referral
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sources — even when referrals do not
result in new business.

Planner: Can you mention a few tips
practitioners can use when they are inter
viewed by the media?
Beth: Follow these basic pointers:
□ Find out the reporter’s motivation for
the article. The reporter will most
likely not tell you the story angle if
asked directly. But having a good sense
of it will give you a better understand
ing of what to say and what to avoid.

□ Develop a reputation for being clear
and concise in your responses and ac
cessible to the media. Remember the
media can be a cost-effective way of
advertising.

“Never be afraid to tell
prospects that you may
not be able to help
them. Instead, if
possible, refer them to
someone who can.
Prospects will thank
you for your honesty
and may very well refer
qualified persons to you
when they realize that
you specialize in a
particular area”
Planner: What is your approach to
communicating the results of the plan
ning engagement?
Beth: We prepare financial planning
reports that include numbers, graphs and
words. Research on learning styles shows
that people absorb information in differ
ent ways. For example, some people
prefer to read words while others concen
trate better on graphs. Some clients are
used to reading reports in balance sheet
and income statement format while oth
ers are not. We use various formats to
facilitate our clients’ understanding. All of
our reports include a written discussion of
the various topical areas.
The completed draft financial plan

THE PLANNER
ning report is sent to clients a couple of
days in advance of our meeting. That
gives them time to highlight important
areas, write queries in the margins and
generally be better prepared for the actual
meeting.

Planner: Can you share two market
ing ideas?

Beth: This past holiday season, rather
than sending cards or gifts to our past and
present clients, we made donations in
their honor to worthy local charities. This
does a few things. First, it replaces a card
with a contribution. Second, it allows you
to thank clients for their contribution to
your successful year. Third, the display of
community spirit leaves clients and others
with a very positive impression of your
firm. Finally, it allows you to keep your
name out in front of your clients and gives
you a legitimate reason for contacting
them.
Don’t assume that all engagements are
segmented. You often can expand serv
ices to prospects by asking questions
about planning areas they did not men
tion. This could lead to a comprehensive
financial plan.

Planner: Can you share any commu
nication ideas that are effective?
Beth: By asking open-ended ques
tions, we can often prompt clients to
reveal concerns we can help them with.
For example, a practitioner might say, “I
don’t suppose you’re at all concerned
about your retirement?” Or, “Is your
estate plan totally in order?”
Also, words such as “never,” “not,”
“totally” and “always” have been effective
for me. Most people will react to strong
words such as these. By using them, you
encourage clients to honestly reveal their
thoughts. One caution: it helps to soften
your voice when using these words.
Planner: What tips or suggestions can
you give people who wish to start out in
PFP?

Beth: Make sure you have a potential
market from either your client base or
your geographical location. Make a real
commitment and stop making excuses
such as, “I’m too busy during tax season.”
Have one person in the firm devote his
or her time exclusively to building the PFP
practice. Give that person plenty of time
to build a successful practice. Most im
portantly, follow through with it — and
maintain that commitment! ■

Division News
Highlights of PFP
Executive Committee
Meeting
The PFP Executive Committee met on
Feb. 1-2, 1990, in New Orleans. Topics
discussed are summarized below:

PFP Manual Revisions. The Commit
tee approved two outlines for revisions
to the Personal Financial PlanningMan
ual. The risk management and retire
ment planning modules will be up
dated. The new risk management module
is expected to be issued during the third

tee heard status reports from the Legis
lation and Regulation Subcommittee,
the Practice Subcommittee, the Profes
sional Education Subcommittee, the Edu
cators’ Forum Advisory Committee, the
State Society Roundtable Meeting Chair
man and the PFP Technical Conference
Advisory Committee. (See the February/
March 1990 issue of The Planner for
articles on many of these activities). For
further information, contact Phyllis Bern
stein, (212) 575-5713.

New Practice Aids for
Division Members

quarter of 1990.

Practice Aid. The Committee agreed to
publish a practice aid on the PFP proc
ess and relevant literature applicable to
PFP. The practice aid defines the PFP
process and provides guidance to CPAs
who practice PFP by describing the pro
fessional literature relevant to PFP. The
Executive Committee will review a final
draft of the practice aid in May and
expects to incorporate it into the Per
sonal Financial Planning Manual dur
ing the third quarter of 1990. This
practice aid is designed as an educa
tional reference, not as an enforceable
standard.

Specialization. The Committee heard
a report on the Specialization Accredita
tion Board’s December meeting and
approved a proposal to request a new
ethics ruling regarding the use of the
Accredited Personal Financial Specialist
designation. At the Committee’s request,
the Board of Directors authorized the
staff to respond to inquiries relating to
those who have the APFS designation
by providing the names of members
with the designation.
Public Awareness. The Committee
heard a report on the division’s ongoing
campaign to increase the public’s aware
ness of CPAs’ PFP services. In addition
to advertising in national publications,
brochures on the APFS program are
being planned.

Subcommittee Reports. The Commit
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The PFP Division plans to send mem
bers several new practice aids in May.
The following materials will be included
in the update to the Personal Financial
Planning Manual:

Investment Planning. A new invest
ment planning module providing in
depth explanations of investment plan
ning procedures will replace the current
section. It includes a goals-funding proc
ess that uses the CPA’s analytical skills to
meet clients’ investment planning needs.
The material explains the process by
which CPAs can quantify a client’s finan
cial goals-educational funding, for
example-and arrive at a funding recom
mendation. The material also addresses
investment planning considerations in
other segmented PFP engagements. New
data-gathering forms, worksheets and
illustrative workpapers with client rec
ommendations for use in the investment
planning process will be developed and
sent out in a future update.

Charitable Giving. This new module
describes how CPA/planners can use
charitable giving techniques to create
income tax deductions or remove assets
from client’s estates. Many types of trusts
are explained through detailed examples
and exhibits.

Hard-copy of the Automated Work
Program for PFP Engagements. A
new library for the Audit Program GenContinued on page 12
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Graphics: See What I Mean!

Table 2

Impact of 4% Inflation on
Purchasing Power

Continued from Page 1

For instance, suppose you wanted to
illustrate the concept of the combined
effect of the federal estate tax, the genera
tion skipping transfer tax, the excise
tax and the income tax. You could talk all
day and try to explain the technical as
pects of each and their relation to each
other. Or you could SHOW the client
Table 1.
How to Make Your Client
Say “AHA!”

Creatively and carefully used, graphs
can be invaluable, informative and per
suasive tools. In an instant, clients grasp
the scope of what stands between them
and their goals. Charts help clients fully
appreciate the significance of the prob
lem and realize the urgency of immediate
action.
For example, assume you want to
illustrate the inadequacy of present capi
tal and show the impact of a 4% inflation
rate on the purchasing power of $100,000
over a 20-year period. You could say that
having $100,000 20 years from now would
be like having only $45,639 today. Or you
could make your point with Table 2.
The more you get across quickly, the
more likely your advice will be heard,
understood and followed. Therefore, the
more likely your efforts will be under
stood. Consider that:
□ A graph is more “receiver friendly”
than the same information presented
as either words or numbers. Would
you rather have your client glance at a
chart or drudge through a spreadsheet
Table 1

of the same infor
mation?

□ Clients are 43%
more likely to be
persuaded after
reviewing infor
mation presented
in graphs than if
no graphs are
used (University
of Pennsylvania
Wharton School
Study).

Thousands

Financial Planning TOOLKIT Software

Table 3

□ Attention, com
prehension, con
sent and retention
are significantly
enhanced after re
view of a graph
(University of
Minnesota Study).

Cost of Buying Business Interest
without Life Insurance
Millions

□ Graphics cut the
time it takes to
make a decision
by 30% (HewlettPackard Com
pany Study).

□ Voluminous or
complex information can be digested
and acted upon more quickly because
clients can visualize essential informa
tion in a more accessible format.
Enlighten the Mind’s Eye

Clients who are NOT number-oriented
prefer graphs to wading through columns
of statistical output.
A graphic picture is worth 1,000 spread
sheets! To prove my
point, Table 3 com
pares, for a business
owner, the cost of
Combined Tax Effect
purchasing a co
Age 60/$9 million/55% Estate Tax Rate
s hareholder’s
$1,000,000 business
interest, with and
without life insur
ance funding.

□ 10 installments of
principal pay
ments of $100,000
each,
Heirs Receive 17 Cents on the Dollar!
Source: NumberCruncher Software
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□ 10% interest on the
unpaid balance,
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□ a 34% bracket buyer, and

□ a 20-cents-on-the-dollar profit margin.
You could tell your client that it would
take $2,065,150 in pre-tax corporate prof
its to pay for the stock at the death of a co
shareholder. You could say that equates
to $10,325,750 in sales. But the point can
be understood much more dramatically
by showing the client a graph (see Table
3).
Turn Heads

Persuasiveness of communication is
increased when you use graphs. Accord
ing to a study by the Wharton School of
the University of Pennsylvania, when
presenters used graphics to make a point,
audiences voted two to one in support of
that position - regardless of which side of
the issue the presenter advocated!
Graphs catch your client’s eye, grab
interest and hold attention. This means
you should be using a graph to break up
a long report. Any written presentation of
more than six pages should have a graph
to wake up the reader.

THE PLANNER
A graph makes a summary even shorter.
Seminar and speaking experts know that
keeping a message short is one of the
most important secrets of success. Seldom
will a client fully analyze, merge and inter
pret all the information in a lengthy re
port. For instance, instead of trying to take
a client through dozens of columns of
figures regarding her future estate and her
need for increased liquidity, why not say,
“Here’s your estate today. At the growth
rates you’ve given me for each asset you
own, the following graphs show what
your estate will look like in just 10 years”
(see Table 4).

“Personalize your report
with graphs. Clients
respond more favorably
when you leave the
abstract and focus on
their real concerns.
Your most powerful
visuals will be those
showing the client’s
own personal data.”
Get Personal
Personalize your report with graphs.
Clients respond more favorably when you
leave the abstract and focus on their real
concerns. Your most powerful visuals will
be those showing the client’s own per
sonal data. For instance, you might say to
a divorced client with a $600,000 estate
who has resisted your efforts to provide
estate tax savings advice on the grounds
that the unified credit would eliminate es
tate taxes, “It’s true that if you die today

there would be little,
if any, federal estate
tax. But let’s look just
a few years into the
future. In just 10
years with 4% infla
tion and a 3% real
growth rate, here’s
where your estate
will be” (see Table
5).

Table 6

Let Me Show You
What I Mean

Planning Saves Thousands
All to Spouse vs. CEBT

The Savings? $268,000 on $2,000,000

Graphic imagery
Source: NumberCruncher Software
lends credibility to
what you say and
reinforces what you have said or written.
conceptualize time/money relationships.
People who read Forbes, Barrons, For
For example, $23,939 today is equivalent
tune or other sources of wealth-building
to $100,000 15 years from now, assuming
information expect to see, and tend to rely
a 10% return. Seeing these relative values
on, graphs.
in a graph helps clients focus on time
value of money con
cepts such as GRITs
Table 5
(Grantor Retained
Income Trusts), Splits
After Death Taxes
(split ownership of
What Will Be Left for Your Heirs?
property), RITs (Re
$600,000 Estate Today: In Ten Years at 7% Growth Rate
mainder Interest
Transactions), private
annuities and chari
table lead and re
mainderinterests. For
example,
slight
changes in the AFMR
(Applicable Federal
Midterm
Rate), a dis
Do You Have the Cash to Pay the Tax?
count rate which now
Source: NumberCruncher Software
must be used to
compute a client’s de
duction for a contri
bution to a charitable remainder trust,
Graphs dramatically compare one in
vestment course of action, or set of re
have a disproportionate impact on the
sults, to another. For instance, Table 6
size of the deduction.
Table 7 assumes a $100,000 contribu
compares an “All to
tion to a charitable remainder annuity
My Spouse” will with
trust, which pays a fixed annuity of $9,000
a
“Marital/Credit
per year. On the left hand side, the bar in
Equivalent Bypass
dicates the deduction would have been
Trust (CEBT)” com
only $28,430 had the best available dis
bination. It shows that
count rate been 9.6%. On the right, the bar
if each spouse owns
shows that the same $100,000 contribu
a $1,000,000 estate,
tion to the same trust would have yielded
the tax savings from
a $37,413 deduction to the same client, as
using proper plan
suming an 11.6% discount rate. This dif
ning can exceed a
ference is the result of timing. The graph
quarter of a million
points out why careful planning and timely
dollars!
implementation is more important than
ever. It also points out that it is now essen
Take Time
tial for planners to “date stamp” all pro
Graphs help your
posals sensitive to the time value of money;
client visualize and
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mind will recognize,
shown conclusively that one form of
and distinguish be
graph is persuasively superior to another.
Charitable Remainder Annuity Trust
tween, different vis
Some graphs may present the case more
Paying $9,000 a Year
ual patterns.
dramatically and, therefore, effectively
Thousands
This “pattern rec
than others.
ognition” process is
Graphs should be used sparingly, rarely
so fast and accurate
alone, and should not be cluttered with
that clients often “see
unnecessary verbiage. Just enough infor
the point” before they
mation should be included to accurately
“think about it.”
and honestly convey the point.
Graphs let clients as
Here are some thoughts about when
similate and react,
and how to use each type:
without the time-con
Bar Graphs: Bar graphs are useful
suming need to read.
when comparing items, rather than
Source: NumberCruncher Software
Learning occurs
changes, over time (see Table 9). Bar
more quickly and ef
graphs are easy to understand and very
ficiently when more
effective for making “before and after”
what is true in one month may not be in
or differently-presented information is
planning comparisons.
the next.
available. The client does not get bored.
Pie Graphs: Pie graphs show data in
The easier it is to absorb information,
percents or absolute numbers that are
Benefit of Using Graphs for Planner
the more likely the
An unexpected bonus of graphs for me
client will accept and
Table 9
has been the personal insight they have
act upon it.
provided. Creating a graph makes you
You Can Run But You Can Not Hide!
consider what you are trying to commu
Ways to Use
Cash Heirs Will Need to Clear Estate
nicate, what effect you wish to create with
Graphs
$1,000,000 Estate: Approximate Amount of Taxes/Other Costs
that information and how to honestly and
Here are just a few
effectively combine words and pictures to
ways you can use
achieve your goals. A graph permits you
graphs:
to discover the answer to “what if’’ ques
□ Laptop computer
tions at various stages of the analysis.
presentation.
It is easy to create graphs. Programs
such as Harvard Graphics and Freelance
□ Part of a written
Plus can help. It is more difficult to decide
report.
what point you want to make and how
□ Flip chart or
best to make it. A graph forces you into
blackboard.
Source: NumberCruncher Software
what I call “bottom line thinking.” At
some point you have to say to yourself,
□ Photographed
and then to the client, “Here’s the most
onto a 35mm slide.
part of a whole. Use these to show fewer
important problem...”
than 7 components that have differences
□ Run through a Xerox machine and
of more than 15%. Pie charts are good for
transferred to a transparent overhead.
Why Graphs Work
showing income or estate taxes.
Graphs (together with words) succeed
□ A “stand-alone” graphic to make a
Line Graphs: Line graphs illustrate
where words alone fail because the client’s
quick point (see
trends in numerical data over time. Use
Table 8).
these only when there is a record of con
Table 8
tinuing data over a significant period of
What Type of
time. An illustration of a declining mort
Graph to Use
Can You Keep Up with the Costs of
gage balance is a good example.
There
are
three
A College Education?
Thousands
main types of graphs
The Learning Curve
used in estate and fi
New software products have taken the
nancial planning
time out of graph-making. Invest a morning
presentations: the
with a software package to create graphs.
bar, the pie and the
Most new computers have built-in
line graph.
graphic capacity and almost all printers
Studies show that
can create presentable output. Laser print
there is no discern
ers do an even better job. Color is nice but
ible difference in how
certainly not necessary.
accurately different
Graphics packages are now priced
kinds of graphs are
Source: NumberCruncher Software
under $400. ■
read. No study has

Table 7
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Tips for Recommending Gift Giving
Continued from Page 1
rate. This could be accomplished by using
irrevocable living trusts, or other types of
family trusts. Or clients could acquire
Series EE Bonds in a youngster’s name.
Clients can elect to defer the taxes until
the child turns 14.
Gifts made after December 31, 1976
will be taxable whenever the value of the
client’s estate at death exceeds $600,000.
The Economic Recovery Tax Act of 1981,
however, increased the annual gift exclu
sion from $3,000 to $10,000 - thereby
reducing the estate’s value. This means,
simply, that clients can give away up to
$10,000 per year to any number of indi
viduals without any tax consequences.
Whenever a gift exceeds $10,000 in any
year, clients must file a U.S. Gift Tax Re
turn. Gifts made in excess of the exclusion
amount will be included in the estate at
the time of death. Gift tax rates and credits
are the same as those for estate tax.
However, estate tax may be avoided by
giving gifts within the annual gift exclu
sion of $10,000 (or $20,000 for joint gifts).
Gifts cannot be made retroactively after
the client’s year-end.
Estate exemption of $600,000 per indi
vidual has reduced the need for estate
planning strategies for many individuals.
However, because the gift and estate
unified tax rate schedule starts at 37% on
any amounts in excess of that exemption
— and quickly rises to 55% — estate
planning strategies should not be over
looked.
Projections of the client’s potential
estate tax liability and prospective estate
tax bracket can help determine if a taxfree gift transfer makes economic sense.

Selection of the Assets for Gift
Transfers in an Estate Planning
Program
The CPA/financial planner should focus
on several issues when helping the client
select exactly which assets are appropri
ate for giving away. These issues include:
□ Loss of cash flow potential from the
assets.

□ Income tax savings.
□ Risk of losing the asset because it is
outside of your client’s control and is
being controlled by other less experi
enced individuals.

Point out the benefit of selecting
“appreciating assets” for the gift transac
tion. Select an asset that will increase in
value over the years because the appre
ciation takes place outside of the estate.
Generally, real estate or growth stocks are
likely candidates. For gifts over the exclu
sion amount, the client technically freezes
the estate value of the asset on the date
that the gift is made. For example, if a
$50,000 gift of stock (fair market value at
date of gift) is made to Itzy’s daughter this
year, that is the precise amount that will
be called back into Itzy’s estate notwith
standing that the stock could be worth
$200,000 at the time of Itzy’s death. That
results in a $75,000 estate tax savings on
the appreciated growth for an estate in the
50% bracket.
Business owners may shift business
income to family members. Estate taxes
are avoided on the value of the capital
interest which was transferred.
If the amount of the gift is within the
annual gift tax exclusion for each donee,
there is no tax consequence. Carefully
review the new safe harbors added by the
1988 TAMRA to IRC section 2036 (C)
when considering this strategy.

Support and Other Payments
Payments for support, education or

medical care are considered gifts only if
they are made for someone the client is
not obligated to support. If your client
meets someone else’s support obligation,
he or she has to pay income tax on the
amount of the gift used to meet the
support obligation. Parents are obligated
to support their minor children, but grand
parents are not obligated to support their
grandchildren.
The Internal Revenue Code now pro
vides some relief, stating that amounts
paid for medical payments or tuition will
be excludable from the gift tax without
limitation. This exclusion does not apply
to general support payments or other
educational expenses (books, supplies
and dormitory fees). The donor makes
payments directly to the medical care
provider or learning institution to qualify
for the exclusion. For example, a client
makes a gift to his nephew if he pays his
college tuition directly to the college.

Joint Ownership with Another
Family Member
There is a growing interest in using
joint ownership as an estate planning
tool. Joint tenancy is the simplest way to
avoid probate. CPAs can help the client
make these decisions and secure advice
from legal counsel.
Any number of people can be joint
tenants. This form of ownership is often

A Future Trend
Gift Transfer Tax Exclusions Under Consideration
Tax exclusions on gifts are under
assault in Congress.
Recently a House Ways & Means
subcommittee held hearings on a pro
posal to cut back the $10,000 annual
exclusion.
Today, donors can give tax-free
$10,000 in gifts annually ($20,000 for
couples) to an unlimited number of
recipients. The proposal under consid
eration would scale back the exclusion
to limit the aggregate amount an indi
vidual can give tax-free in any one year
to $30,000 ($60,000 for couples).
Although the proposal hasn’t yet
been presented in any proposed legis
lation, the situation is one planners
must keep an eye on, since it can affect
a client’s tax-planning strategies.

AICPA

Some planners are already recom
mending that their clients who intend to
distribute large gifts to multiple recipi
ents do so now rather than later, be
cause the law may be retroactive.
There are other approaches you can
consider as well:

□ Notify your clients of the proposed
change.
□ Review their gift giving plans to ana
lyze what effect such a tax change
could have.
□ Develop a contingency plan for such
a change.

This way your clients will be pre
pared in case the proposal becomes
legislation and eventually law. ■
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used by a husband and wife. All joint
tenants have equal ownership interest.
Upon the death of a joint tenant, the co
owner gains the property by right of
survivorship.
If a client contributes to the living
expenses of a parent or older family
member, it may be beneficial to transfer
income-producing property rather than
use after-tax dollars. The use of joint
tenancy is one way to ensure that the
property reverts to a younger family
member at the death of the joint tenant.

Advantages:
□ Easy to use when the estate is small.
□ No delay in transferring title.
□ Administrative costs and state inheri
tance taxes can be avoided.

Disadvantages:
□ If the joint tenant is not a spouse, a

gift tax may be required when title is
transferred.

□ Taxed at death of the second spouse
because surviving spouse has right to
the whole title.
When property is held as joint tenancy
with right of survivorship and either ten
ant dies, the property passes directly to
the other tenant without probate and
irrespective of instructions in the
deceased’s will.
If joint ownership is created with con
tributions of unequal amounts, a taxable
gift occurs. For example, Phyllis contrib
utes $60,000 and Bob contributes $30,000
to purchase an asset held in joint tenancy.
Phyllis will report a taxable gift of $15,000.
This general rule has the following ex
ceptions:

whose funds are used.
□ There is generally no taxable event for
the joint ownership of bank accounts,
U.S. Savings Bonds or securities held in
a street name. However, if the non
contributing party makes a withdrawal,
a taxable gift will be deemed to have
been made at the time of withdrawal.
□ No gift has been made where joint
ownership is established “for conven
ience only.” Convenience only de
pends on who holds the securities or
the passbook, who manages the ac
count or how the funds are used.

When there is no intent to transfer
beneficial ownership, or to part with
dominion and control of any part of the
asset, it could be asserted that a taxable
gift had never taken place. ■

□ Whenever assets are purchased by a
husband and wife as joint tenants, no
gift tax liability exists, regardless of

Continuing Professional Education Highlights
The AICPA and state CPA societies are organizing conferences in PFP and related subjects. See below for a summary of PFP
conferences. For additional information about AICPA conferences, call 800-AICPANY (in New York State, call 212-575-5696). For
information about state society conferences, call the state society directly.

Recommended
CPE Hours

Location/Date
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For more
Information Contact

AICPA Estate Planning Conference

Four Seasons Inn on the Park
Toronto, Ontario
July 25-27, 1990

24

AICPA Meetings
& Travel
(212) 575-6451

New Jersey State Society of CPAs

Mayfair Farms
West Orange, New Jersey
May 15, 1990

8

Rosemary Campana
Caroline Pascal
(201) 226-4494

Missouri State Society of CPAs

Henry the Eighth Hotel and
Conference Center
St. Louis, Missouri
May 17, 1990

8

Patti Woods
(314) 997-7966

North Carolina State Society of CPAs

University of N.C. Kenan Center
Chapel Hill, North Carolina
June 8, 1990

8

Barbara Tilton
Betty Tysinger
(919) 469-1040

The Pennsylvania Institute of CPAs

Adams Mark Hotel
Philadelphia, Pennsylvania
June 25-26, 1990

16

Jinger Hartsfield
(215) 735-2635

Tennessee Society of CPAs, Society of
CPA Financial Planners & LINC

Opryland Hotel
Nashville, Tennessee
July 12-14, 1990

18

Howard Safer
(615) 242-7351
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The Use of Trusts in Estate Planning:
The QTIP Trust
By Daniel J. Callan
Daniel J. Callan, CPA, CFP, is the sole
practitioner of a tax consulting and fi
nancial planning practice in Princeton,
NJ.
When creating estate plans, many of
your clients will be attracted to the tax
benefit provided by the marital deduc
tion. At the same time, many will want to
choose who will inherit their estate upon
the subsequent death of the surviving
spouse. You can help your clients do
both.

“Under the QTIP rules,
the assets remaining at
the time of the
surviving spouse’s
death must be included
in his or her estate. A
QTIP trust can defer
death taxes at the
death of the first spouse
without transferring the
decedent’s share
outright to the
surviving spouse”
Through a QTIP (qualified terminable
interest property) trust, you can help
clients provide for their spouses through
the unlimited marital deduction while
retaining final control over the disposition
of their estate. Although a QTIP trust can
be created during a client’s life, the ex
amples in this article refer to trusts created
by a decedent’s will.
The unlimited marital deduction en
ables an individual to pass his or her
entire estate to a surviving spouse without
paying federal estate taxes. To qualify for
the marital deduction, the client’s assets
are permanently transferred to a trust
outright, with no restrictions. The transfer
can not be one of terminable interest. A
terminable interest is a right that may
cease at a fixed time or upon a specific
event. If there is a terminable interest in
the property, there is a chance that the

property will not be included in the
surviving spouse’s gross estate. This is
inconsistent with any estate tax being
imposed once a generation. To permit an
individual to maintain some control over
the ultimate disposition of property, the
concept of QTIP was introduced into law.
QTIP is defined in IRC section 2056(b)
(7) (B). QTIP is property that passes from
the decedent in which the surviving spouse
has a qualifying income interest for life.
The executor makes an irrevocable elec
tion on the federal estate tax return to
have the marital deduction apply to this
property. A qualifying income interest for
life is where the surviving spouse is
entitled to all the income from the prop
erty, payable at least annually. No one has
the power to appoint any part of the
property to any person other than the
surviving spouse, unless the power is
exercisable at or after the death of a sur
viving spouse.
The donor may create a QTIP trust
providing income to the surviving spouse
for his or her life, and control the ultimate
beneficiary of the property. The trustee of
the trust may be given a limited or unlim
ited power to invade the principal of the
trust for the benefit of the spouse. The
surviving spouse may only withdraw the
greater of $5,000 or 5% of trust principal.
The balance is forever lost if not exercised
annually.
Under the QTIP rules, the assets re
maining at the time of the surviving
spouse’s death must be included in his or
her estate. A QTIP trust can defer death
taxes at the death of the first spouse
without transferring the decedent’s share
outright to the surviving spouse. If the
executor does not exercise the QTIP
election (which is an election made by the
executor of the estate to treat certain
property as qualifying for the marital
deduction in the estate of the decedent)
on the decedent’s federal estate tax re
turn, then the trust assets will be taxed in
the decedent’s estate. If the QTIP election
is exercised, then the trust assets will be
taxed in the survivor’s estate, at the fair
market value of the trust property on the
date of death of the survivor.
The most common use for a QTIP trust
exists where one or both spouses have
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children from a prior marriage. For ex
ample, Jill wants her husband, John, to be
her heir. But if John remarries, she wants
to be certain that her own children will
receive the assets from her estate upon
John’s death. A QTIP trust can be created
where John will receive income from the
trust for life. Upon his death, the remain
ing assets will go to Jill’s children. This
prevents assets from passing to John’s
new wife or new children. A QTIP trust
also protects the children from a prior
marriage from being cut off by the surviv
ing stepparent spouse.
Another situation where a QTIP trust is
useful is when both spouses can not agree
on how the estate should be divided. For
example, David wants his assets to be
divided unevenly among the children.
But his wife, Martha, wants her assets to
be divided evenly among the children.
With QTIP trusts, each spouse can ensure
that his or her estate goals are accom
plished without fear that the surviving
spouse will sabotage his or her testamen
tary intent.
QTIP trusts also provide great flexibil
ity in the estate planning process because
the election that determines how much
property will be treated as qualified termi
nable interest property is made after death.
This allows the executor to examine the
postmortem estate situation and to make
an election that will follow the intentions
of the decedent and make the best use of
the marital deduction. In his or her will, a
testator may outline the factors for the
executor to take into account when con
sidering whether to exercise the election
and how much property to include in the
election.

“The most common use
for a QTIP trust exists
where one or both
spouses have children
from a prior marriage.
They protect children
from being cut off by
the surviving stepparent
spouse”
If you have clients who want to use the
unlimited marital deduction and ultimately
want to control who will receive their
property at the surviving spouse’s death,
the QTIP trust may be the solution. ■
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Book Review

Division News
Continued From page 5

The Complete Book of Insurance

By Ben Baldwin
Mr. Baldwin’s newest book covers
many important aspects of insurance,
from product choice to company selec
tion, that affect the buying public. It is
designed to help readers make intelli
gent decisions about their insurance
needs and the products that can be used
to fulfill those needs.
The book shows the CPA/financial
planner how to spend insurance dollars
wisely while providing adequate cover
age. It also answers such questions as:
When do you know you are underinsured? How much should you pay?
What are reasonable premiums? The
CPA/financial planner also will find many
form letters (action letters) and check
lists sufficient for the data-gathering stage
of reviewing a client’s insurance.
Mr. Baldwin covers each type of in
surance in detail. Each chapter includes

AICPA "The Measure of Excellence”
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, N.Y. 10036

an inventory page and an action letter.
The inventory page allows the reader to
list all current policies owned and evalu
ate the cost-benefit effectiveness of each
policy. The action letter enables the
CPA/financial planner to gather all the
information pertinent to properly evalu
ate a client’s insurance portfolio. This
information helps the client make an
informed decision regarding which cov
erage is best.
Mr. Baldwin provides the reader with
insight into the insurance industry and
explains the fundamentals of insurance
in a clear and concise manner. To order
a copy of this book, contact Janet Gill,
Probus Publishing Company, 118 N.
Clinton Street, Chicago, IL 60606, or call
1-800-426-1520 (in Illinois call 312-3467985). ■

erator 2 (APG2) for Personal Financial
Planning Engagements has been devel
oped by the PFP Practice Subcommittee.
It will guide CPAs who perform personal
financial planning engagements. A hard
copy printout of the software library is de
signed to help the users think creatively
when they develop their specific proce
dures and gather the necessary facts.
More importantly, it helps CPAs identify
planning issues and strategies.

Revised APFS Examination Content
Outline. The APFS Content Specification
Outline for the APFS examination was
updated for the September 14, 1990 ex
amination.

PFP Division Administration. Updated
lists of all committee and subcommittee
members and state society PFP committee
chairpersons are available. So is a revised
AICPA position paper on state licensing
or registration of financial planners. The
position paper is for consideration when
reviewing state legislation on financial
planners or when developing a position
on such legislation. ■
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